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Description 

House File 2728 allows a taxpayer to claim a tax credit equal to 20.0% of the total value of 
software originally developed and used by the taxpayer for internal purposes.  The tax credit is 
allowed against personal and corporate income tax liabilities.  In order to claim the tax credit, a 
taxpayer must receive approval from the Department of Economic Development (DED) that the 
software for which a tax credit is claimed was originally developed and used by the taxpayer for 
internal purposes.  The Bill provides that any tax credit in excess of the taxpayer's tax liability for 
a tax year may be credited to the tax liability for the following five years or until depleted, 
whichever occurs first.  The Bill provides that a tax credit shall not be carried back to a tax year 
prior to the tax year in which the taxpayer claims the tax credit.  The Bill limits the aggregate 
amount of tax credits that may be authorized to not more than $2.0 million per fiscal year. 
 
The Bill also requires the DED to establish and administer an Entrepreneurial Grant Program for 
purposes of encouraging startup companies in the areas of information technology designated 
by the DED through the awarding of grants from moneys in the Entrepreneurial Grant Fund.  A 
grant under the Program is not to exceed $25,000 per startup business.  The Bill provides that 
the DED will not award an aggregate amount of more than $250,000.  In order to be eligible to 
receive a grant under the Program, the resulting business must be an Iowa business and the 
applicant must be a resident of the State and must have successfully completed a recognized 
entrepreneurial venture development curriculum.  The Bill creates an Entrepreneurial Grant 
Fund to be used for purposes of the Program.   
 
The Bill takes effect upon enactment and applies retroactively to January 1, 2006, for tax years 
beginning on or after January 1, 2006. 

Assumption 

Over $10.0 million in Software, originally developed and used by taxpayers for internal 
purposes, will be developed annually, and the taxpayer will have sufficient income to fully utilize 
the tax credits. 

Fiscal Impact 

House File 2728 will reduce General Fund revenue by approximately $2.0 million annually 
beginning in FY 2006 due to the use of the tax credits. 
 
House File 2728 requires the establishment of an Entrepreneurial Grant Program and Fund.  
The Bill provides that not more than $250,000 will be awarded through the Program.  The Bill 
does not provide an appropriation or funding source for the Fund. 
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The fiscal impact does not include an adjustment for “indirect” impacts on State or local 
revenue.  Both positive and negative indirect impacts are possible.  Positive indirect impacts 
may include employees expending salary dollars within the State and growth in other 
businesses created and expanded to meet the needs of the new business.  Negative indirect 
impacts may include the effect of the new business on other Iowa businesses when competing 
for labor, capital, and sales, as well as the additional demand for schools, roads, police and fire 
protection, and other government services that necessarily result from higher levels of 
employment and population.  
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